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RECEIVED
1 | SHAPIRO LAW FIRM, P.C. )
Jay L. Shapiro (No. 014650) b N 2u P 337
2 | 1819 E. Morten Avenue, Suite 280
Phoenix, Arizona 85020 AZ CORP COMMISSION
3 | Telephone (602) 559-9575 BOCKET CONTROL
Jay@shapslawaz.com
4
Attorney for Turner Ranches Water and Sanitation Company
5
6 BEFORE THE ARIZONA CORPORATION COMMISSION
7
8
IN THE MATTER OF THE APPLICATION | DOCKET NO: W-01677A-16-0074
9 | OF TURNER RANCHES WATER AND . : e
SANITATION COMPANY FOR Arizona Corporation Gommission
10 | AUTHORITY TO (1) ISSUE EVIDENCE OF DOCKETE!
INDEBTEDNESS IN AN AMOUNT NOT TO ‘
11 | EXCEED $450,000 IN CONNECTION WITH JUN 2 4 2016
CAPITAL IMPROVEMENTS; AND (2) s e R
12 | ENCUMBER ITS REAL PROPERTY AND [ BocrEied Y /) / .
PLANT AS SECURITY FOR SUCH %
13 | INDEBTEDNESS. SRS S e
14 IN THE MATTER OF THE APPLICATION | DOCKET NO: W-01677A-16-0076
15 | OF TURNER RANCHES WATER AND
SANITATION COMPANY, AN ARIZONA
16 | CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
17 | OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES INITS | RESPONSE TO STAFF REPORT
18 | WATER RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.
19
20 Turner Ranches Water and Sanitation Company (“Turner Ranches” or “Company”)
21 | hereby submits this Response to Staff Report in the above-referenced consolidated docket
22 | numbers. Turner Ranches takes exception to three aspects of the Staff Report as explained
23 | below.
24
25
26
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TURNER RANCHES’ RESPONSE TO STAFF REPORT

I. Overview.

Turner Ranches is a very small water utility providing water for irrigation to
approximately 900 end-users in Mesa, Arizona. Adoption of Staff’s recommendations in
this rate case would result in Turner Ranches being a very small water utility in serious
financial distress. |

First, Staff’s recommended revenue requirement is inadequate to support the
Company’s operations and provide a reasonable opportunity to earn a return on rate base.
Indeed, as explained below, Turner Ranches will run out of cash within 24 months of
adoption of Staff’s recommended rates.! Just as important, the Company is projected to
have anemic equity returns from 2017 to 2020 — the period of time the rates approved in the
instant case will be in effect. In other words, while the Commission is actively pursuing
new policies aimed at strengthening the health of Arizona’s small water utilities and their
ability to maintain financial stability and attract capital, Staff is making recommendations
that will create another financially distressed small water utility that cannot fund needed
improvements and attract necessary capital for the provision of service.2

Second, Staff’s recommendation that the Commission deny the request for a debt
service surcharge recovery mechanism in connection with the financing application will
result in the Company being unable to close the loan. This is true because the lender has
made approval of a surcharge a condition of the loan. As a result, Turner Ranches will not

be able to complete the projects described in Table 8 of the Staff Report, projects that Staff

! This assumes new rates go into effect no later than October 1,2016.

2 See Arizona Corporation Commission Investigation into Potential Improvements to Its
Water Policies, Docket No. W-00000C-16-0151. The Commission voted on the day of this
filing to approve policies intended to promote the financial health and viability of small
water companies. While the Commission’s final policy statements and order of a proval
were not available for direct reference before the deadline for this filing, it seems char that
Staff’s recommendations in this case are at odds with the spirit and intent of the
Commission’s newly adopted policies to promote the financial Viagility of water utilities.
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agrees are needed for capital maintenance on existing equipment located at water wells,
pump stations and the Company’s distribution system.> The Company also takes exception
to Staff’s recommendation establishing an expiration date of December 31, 2017 for any
unused authorization to incur debt.

Third, the Company takes exception to the Staff recommendation for a rate freeze
until after the Company files documentation certifying compliance with Arizona
Department of Water Resources (“ADWR”). As discussed below, the Company has
completed the steps necessary to resolve the compliance matter. Meanwhile, absent a threat
to the public health, Staff’s recommendation would simply hasten the Company’s financial

distress.

I1. STAFF’S RECOMMENDED REVENUE REQUIREMENT AND DENIAL OF
THE REQUESTED DEBT SURCHARGE RECOVERY MECHANISM

WOULD LEAVE THE COMPANY UNABLE TO BORROW MONEY AND
UNABLE TO PAY ITS BILLS.

Staff claims that its proposed revenue requirement provides Turner Ranches enough
revenue to meet operating expenses and service the debt to be incurred in connection with
the financing, and that the financial ratios do not suggest a need for an additional surcharge.*
Actually, Staff’s revenue requirement will leave the Company short of sufficient revenue
to pay operating expenses and fund a return on rate base, including sufficient operating
income to pay debt service on the proposed financing. In fact, under Staff’s proposed rates,
Turner Ranches will run out of money and be unable to pay its bills by sometime in 2018.

Staff’s recommended rates and charges are reflected on Schedule MJR-4.> The
Company has prepared projected cash flow schedules based on Staff’s rates, and assuming

it borrowed $450,000, as proposed, and completed at least $450,000 of the $660,500 in

3 See Engineering Report at 16.
4 See Staff Report at 8-10.
> See Staff Report at 10.
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priority projects listed in Table 8 of the Staff Report by the end of 2017 and the balance of
the projects by 2018. As shown, without the requested debt service surcharge, the Company
will have negative cash flows and negative cash balance of $(54,437) in 2018.® Obviously,
even if Turner Ranches could, it would not be prudent to borrow this sum if Staff’s
recommendations are approved. Turner Ranches won’t have sufficient cash flow to service
this new debt, let alone earn a fair return on its investment in plant. As noted, under Staff’s
recommended rates, the Company’s projected return on equity will drop to just 4.64 percent,
3.83 percent and 4.32 percent for 2018, 2019, and 2020, respectively. The Company cannot
attract capital and should not make additional investment to serve customers for such
anemic equity returns.

Even another rate case won’t timely fix Staff’s proposed shortfall for the Company.
If the Company were able to borrow the money without the surcharge, complete the projects
funded with the borrowed money, and then file another rate case using a 2017 test year so
that the capital improvements financed with the new debt can be recognized in rates, the
Company still will not be able to avoid running out of cash. This is because another rate
case could not be filed any sooner than April 2018, and a decision on new rates would not
be granted by this Commission any sooner than November or December 2018.

The result Staff recommends for the Company would be particularly disappointing
given that the Company was able to secure a loan commitment from BBVA Compass. It is
very hard for small water companies to obtain loans from any entity except WIFA, but
Turner Ranches did it. However, the bank’s commitment to lend to the Company is
predicated on approval of a debt service surcharge by the Commission.” Even BBVA

Compass recognizes the need for the revenue increase and a debt surcharge in order to

¢ The schedules are attached as Exhibit A.

7 See page 3, Section G of the commitment letter, attached as Exhibit B. The loan amount
noted in the commitment letter includes closing costs and other bank fees.
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minimize the credit risk of a loan to the Company. In any event, Staff’s recommendation
that the Commission deny the requested surcharge will effectively prevent the Company
from getting the loan, at least as currently proposed. Unfortunately, even if the Commission
were to move revenue around so that some of Staff’s revenue requirement was collected as
a surcharge to satisfy the lender’s debt surcharge requirement, the conditions of the lender
still would not be met because the lender expects a revenue increase of, at a minimum, the
level requested in the Company’s initial application.® But, regardless, the Company will
not be able to afford the loan and pay its bills. As discussed, Staff’s proposed level of
revenue does not build in the cash flow required for debt service.” The Commission should
not leave another small water utility in financial distress. Nor should it adopt
recommendations made by Staff that deny Turner Ranches an opportunity to borrow money
to make needed plant improvements. Turner Ranches needs to be viable and financially
healthy, and only its recommendations in this case will result in a financially healthy utility
that can attract capital to make necessary capital improvements and pay its bills.
III. STAFE’S RECOMMENDATION FOR AN EXPIRATION DATE OF
DECEMBER 31, 2017 FOR ANY UNUSED AUTHORIZATION TO INCUR

DEBT IS UNNECESSARY AND DENIES THE COMPANY NEEDED
FLEXIBILITY.

Staff recommends an expiration date of December 31, 2017 for any unused
authorization to incur debt granted in this proceeding.!’ If the Commission rejects Staff’s
recommendations as discussed in the prior section of this response, it should also reject
Staff’s recommended expiration date. While Turner Ranches will endeavor to complete the

entire list of priority projects to be funded by the proposed loan within the next year, there

8 See Exhibit B, Section G.
% Staff recommends disallowance of the debt surcharge. See Staff Report at 9 and 10.
10 Staff Report at 11.
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is a possibility that some project could linger beyond the end of 2017.!'" The Company
believes December 31, 2018 is a more realistic completion date, and therefore requests
December 31, 2018 as the expiration date for any unused authorization.

IV.  STAFF’S RECOMMENDATION FOR A RATE FREEZE UNTIL TURNER

RANCHES COMPLIES WITH ADWR WILL ENSURE THE COMPANY’S
FINANCIAL HARM.

Staff recommends that new rates for Turner Ranches not take effect until the first
day of the month following the date after which the Company is brought into compliance
with ADWR and appropriate documentation is filed with Docket Control.'> According to
the ADWR compliance report, dated March 17, 2016, ADWR could not determine the
Company’s water loss and, consequently, the Company was considered to be out of
compliance, a fact that was unknown to the Company at the time. Subsequently, Staff,
ADWR representatives, and the Company met and determined that the installation of a
meter at the Fire and Irrigation Station would satisfy the requirements for compliance with
ADWR." That meter has been installed.'

Since becoming aware of the issue, the Company has taken all necessary steps to
achieve compliance. But Turner Ranches cannot control when ADWR deems it in
compliance and, therefore, the Company strongly disagrees with the recommendation by
Staff to freeze new rates as a punitive measure. Again, the Company was never informed
by ADWR of'its delinquent status. To the Company’s knowledge, there was no issue until
it was announced by Staff on or about May 5, 2016. Since then, the Company has worked

diligently to bring itself back into compliance, and as of June 21, 2016, the meter at the Fire

! The list of priority projects is included in the Financing Application, Exhibit 2.
12 Staff Report at 11 and Engineering Report at 13.

13 Engineering Report at 15.

14 See Exhibit C.
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and Irrigation Station is installed and registering properly.!> The Company has
communicated this to ADWR personnel, and to Staff, and is currently awaiting further
direction from ADWR. Turner Ranches has done everything it can and Staff has not shown
or even asserted that this is a matter that puts the Company’s customers or the public at
large at any risk. As such, the Company asserts that a rate freeze is unnecessary, punitive,
and will ensure that Turner Ranches’ downward slide towards financial distress continues

longer than needed.

RELIEF REQUESTED

Turner Ranches respectfully requests that the Commission approve the following
relief:

A. A total revenue requirement of $831,799, which constitutes a revenue
increase of $134,750 or 19.33 percent over test year revenues and a 12.00 percent return on
fair value rate base equal to $925,790;

B. Approval to charge the rates shown on pages 9 and 11 of the Company’s rate
application;

C. Approval to enter into a loan agreement with BBVA Compass in an amount
not to exceed $450,000 at an interest rate of no more than prime plus 1.5 percent as per the
commitment letter currently at 5.00 percent, and authorization to pledge assets, execute
documents and do all things necessary to secure this loan;

D. Approval to collect a debt service surcharge equal to $5.70 per customer per
month until new rates are approved in the next rate case (expected to be filed by May 2020
using a test year of 2019) to be used to repay the loan from BBVA Compass approved by
the Commission herein; and

E. For such other and further relief as necessary in the Commission’s discretion.

BId.
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RESPECTFULLY SUBMITTED this 24th day of June, 2016.

SHAPIRO LAWFIRM, P.C.

By:
Jay L. Bapito
1819 B/ Morkn Avenue, Suite 280
Phoenix, AZ 85020

ORIGINAL and thirteen (13) copies
of the foregoing were delivered
this 24th day of June, 2016, to:

Docket Control

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

COPY of the foregoing was hand-delivered
this 24th day of June, 2016, to:

Scott Hesla, ALJ

Hearing Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

COPY of the foregoing was emailed & hand-delivered
this 24th day of June, 2016, to:

Charles Hains

Matthew Laudone

Legal Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007
chains@azcc.gov
mlaudone@azcc.gov
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EXHIBIT B




BBVA Compass

April 26, 2016

Ronald R. Lopez

Judith A. Lopez

Turner Ranches Water and Sanitation Co.
11436 E. North Ridge St.

Mesa, AZ 85207

Dear Ronald and Judith,

Thank you for the opportunity to work with you in connection with the financing needs of your business. We
are pleased to provide you with a commitment letter for this loan project. The loan is contingent upon
satisfying all conditions set forth in the terms below, approval by SBA and issuance of a 75% guarantee. This
commitment letter supersedes all previous terms and/or commitments.

Borrower(s): Turner Ranches Water and Sanitation Co.

Guarantor(s): Ronald R. Lopez
Judith A. Lopez

Loan Amount; $482,000

Below is a list of the sources and uses of funds for the subject SBA loan. Due to the nature of the funding,
this is subject to change. Any changes to be approved by the bank.

Use of Funds Project
Costs
Working Capital $ 505,000
Closing Costs $ 20,155
Guarantee Fee 3 10,845
Total Project Costs $ 536,000

% contribut

Sources of Funds to eligible
costs
Borrower Equity Injection 3 54,000 10.07%
Compass Bank / SBA $ 482,000 89.93%
Total Project Costs 3 536,000 100.00%
Purpose: Provide financing for upgrading/improvement/repair of equipment and infrastructure located at

their Water Wells located in Arizona.

Rate: The interest rate on the loan is WSJ Prime + 1.50%, fixed for 5 years, then to be adjusted
every 5 years at the same rate index for the term of the ioan. WSJ Prime base rate for April is
3.50%. If the loan were to close today, the interest rate would be 5.00%.

**If this loan commitment is not accepted in 7 days or does not close in 30 days, rates quoted
here within are subject to change based on prevailing market conditions at that time.

Estimated

Payment: Based on the above mentioned loan amount, rate and term, the estimated monthly payment
would be $5,213.50.

BBVA Compass is a trade name of Compass Bank, a member of the BBVA Group. Compass Bank, Member FDIC.




Term: 10 years - 3 months of interest only payments, followed by 117 monthly principal and interest
payments to fully amortize the loan.

Fees: $500 SBA packaging fee. A loan package prepared in accordance with SBA regulations and
procedures will be prepared by Compass and submitted to the SBA for review and approval.
This fee is non-refundable.

Prepayment
Penalty: None

Borrower is an entity that is duly organized, properly licensed, in good standing, and has complied with the
fictitious name statement and all other laws and statutes required in the State of Arizona.

All financial information submitted by the Borrower to Bank, whether previously or in the future, is and will be
true and correct in all material respects upon submission, and is and will be complete upon submission insofar
as may be necessary to give Bank a true and accurate knowledge of the subject matter thereof.

Ali sources of Borrower's $54,000 equity injection must be verified, as per the use of proceeds outlined above,
prior to the closing date being set. Evidence of equity injection, in form and substance satisfactory to Bank, in
its sole discretion, must be provided and accepted by the Bank before the date of loan closing. Acceptable
evidence of injection may include, but is not limited to; bank/investment statements, certified funds
documented at escrow, cashier's checks, front and back of canceled checks with “paid” stamped invoices and
executed seller carry notes. Any questions concerning acceptable evidence of injection should be directed to
the person assisting you in loan closing.

Collateral:

Payments and performance of all sums and all other obligations under this Agreement shall be secured by a
security interest or lien in favor of Compass Bank in or on the following:

Primary collateral will consist of a 1% lien Deed of Trust on land located at 6635 E. Broadway Road,
Mesa AZ 85206.

Additional collateral will consist of a 1* lien Deed of Trust on land located at 6741 E. Baseline Road,
Gilbert, AZ 85234.

Additional collateral will consist of a 1 lien Deed of Trust on land located at 908 S. Power Road,
Mesa, AZ 85206.

Additional collateral will consist of a 1* lien Deed of Trust on land located at 1606 S. 72™ Street, Mesa,
AZ 85206 (2 parcels of land with TR-11 well).

Additional collateral will consist of a 1% lien on corporate stock of Turner Ranches Water and
Sanitation Company.

Additional collateral will consist of a 1st blanket lien on all business assets of Turner Ranches Water
and Sanitation Company including, but not limited to equipment, fixtures, accounts receivable,
inventory and general intangibles, excluding vehicles and underground equipment.

If the approved collateral position should change in any way prior to loan closing, additional collateral
may be required in order to comply with SBA regulations.

Before the Bank is obligated to disburse the loan, Bank must receive all of the following, each of which must
be in the form and substance satisfactory to Bank.

A. Borrower and guarantors agree to provide necessary documentation and execute required forms for Bank
to obtain loan approval from the U.S. Small Business Administration, including the satisfaction of any loan
conditions or terms including waiver of spousal guaranty, imposed by the U.S. Small Business
Administration in connection with its approval and guaranty. Bank will prepare SBA application and
subsequent forms to obtain valid SBA guaranty on behalf of borrower(s), guarantor(s) and if applicable,
affiliate(s).
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B. Original executed Security Agreements covering collateral described above.

C. Evidence that the security interests and liens in favor of Compass Bank are valid, enforceable and prior to
the rights and interests of others except those consented to in writing by Compass Bank.

D. Borrower shall pay all expenses associated with closing the loan and maintaining the Bank’s perfected
security interest in the collateral.

E. Borrower agrees to reimburse BBVA Compass for out-of-pocket expenses covering appraisals, abstracts
of titles or other record searches, attorney’s fees and for other charges or expenses incurred or performed
at the request of Borrower, or required for proper documentation and funding of the loan.

F. Borrower will maintain adequate life, fire, public liability, or other specified insurance as outlined below
and will take out and keep in force such insurance as the Bank may require from time to time and will
upon request of Bank, deliver to Bank the policies or a schedule of all insurance in force as the Bank may
determine from time to time, and will assign those policies to Bank upon the request of Bank. All policies
covering property given to Bank as security for the loan shall contain a loss payable clause in favor of
Compass Bank.

G. Borrower agrees to additional provisions as follows:

1. Submission of financial information on the borrower and guarantors dated within 90 days of closing
reflecting no material adverse changes in financial condition since issuance of this commitment letter.
Material adverse change including but not limited to, the initiation of insolvency, liquidation or
bankruptcy proceedings, voluntary or otherwise. Material adverse change is determined at the sole
discretion of the Bank.

2. \Verification of tax returns by the IRS on Borrower(s) and Guarantor(s).

3. Approval is subject to the Arizona Corporation Commission’s approval of the rate increase submitted
and the surcharge for improvements submitted by TRW.

4. Bank to engage third party vendor for an appraisal. Satisfactory “As Is” appraised value of at least
$118,200 (combined value on all the land taken as collateral) on commercial real estate located at
6635 E. Broadway Road, Mesa, AZ 85206, 6741 E. Baseline Road, Gilbert, AZ 85231, 908 S. Power
Road, Mesa, AZ 85206, 1606 S. 72™ Street, Mesa, AZ 85206.

5. A satisfactory Records Search with Risk Assessment (RSRA) and properly executed Lender
Environmental Questionnaire (LEQ) will be required prior to the loan closing on commercial real
estate located at 6635 E. Broadway Road, Mesa, AZ 85206, 6741 E. Baseline Road, Gilbert, AZ
85231, 908 S. Power Road, Mesa, AZ 85206, 1606 S. 72™ Street, Mesa, AZ 85206.

6. A life insurance assignment will be required in the amount of at least $220,000; either individually or

collectively by Judy and Ronald Lopez.

Copy of water exclusivity agreement or similar documents.

Copy of Certificate of Convenience and Necessity (CC&N's).

Copy of the recorded easement for equipment located on permanent easement at 908 S. Power

Road, Mesa, AZ 85206.

10. Additional documentation required by Bank’s attorney to perfect the lien upon receipt and review of
the recorded easement for equipment located on permanent easement at 908 S. Power Road, Mesa,
AZ 85206.

11. An environmental questionnaire will be required prior to loan closing for equipment located on
permanent easement at 908 S. Power Road, Mesa, AZ 85206.

© o N

The Borrower signs below that he/she accepts the preliminary provisions outlined in the document and that,
this does not constitute a loan commitment until all conditions here outlined or those that may arise in the
closing process have been met. This commitment may not be modified or amended, except in writing signed
by the parties hereto. This loan commitment will expire 90 days from April 26, 2016. The contents of this
commitment letter are confidential in nature and intended only for the use of the Borrower and the Bank. The
Borrower may not disclose any contents of this letter, either in whole or in part, to a third party without the
consent of the Bank.

This Conditional Commitment Letter is null and void unless accepted in its entirety by borrower(s) and

quarantor(s) as evidenced by receipt of a deposit and through signatures below on or before May 6,

2016.
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Should you have any questions about the terms and conditions outlined herein, or wish to discuss these
terms, please do not hesitate to contact me at 602-778-0783. We look forward to working with you on this loan
project. Thank you for the opportunity to earn your business.

BBVA Compass
$BA Lending

Steve Gation, Vice President Date

Borrower:

QI O 3ope, sl

TurnédRanches Water and San’ita\i@. Dat
Judith A. Lopez, President

Guarantor(s):
Yoo Y0 NFry  56¢
Ronald R. Lopez, IndividGally Date

LUt Q. Slve

Judith A opez, Individually
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EXHIBIT C




From: Judy [mailto:jlopez2027 @aol.com]
Sent: Tuesday, June 21, 2016 10:45 AM

To: imtannier@azwater.gov
Cc: cmfitch@azwater.gov, <cmfitch@azwater.gov>; Frank Smaila <FSmaila@azcc.gov>; rlopezfnm1020@aol.com

Subject: Turner Ranches - Flow Meter at F&| Station

The flow meter at the Fire and Irrigation Station has noW been installed and is registering properly. If you would like to
verify this by a site visit, please let us know. Thank you.

Judy A. Lopez
President and General Manager
TURNER RANCHES WATER AND SANITATION COMPANY

480-677-6080

Sent from Mail for Windows 10




